Revenue forecasts are prepared by the
Economic and Revenue Forecasting Council on
a quarterly basis as required by law. The
revenue forecast used by the Governor for his
budget was prepared in November 1986. The
Legislature had the benefit of two additional
revenue forecasts, one adopted in March and
one in May of 1987. The additional May
forecast was not required by law. There were
substantial revenue revisions from the Novem-
ber forecast to the May forecast both for the
1985-87 biennium and the 1987-89 biennium
amounting to an additional $213.5 million.

The Governor’s budget, based on the
November forecast, proposed additional fund-
ing for education which required a $510 million
tax increase and left an ending general fund-
state balance of $217.8 million.

The first budget passed by the House of
Representatives was based on the March 1987
forecast and also proposed increased funds for
education requiring a tax increase of $322 mil-
lion and would have left an ending general fund-
state balance of $27.4 million. Subsequently, the
Senate considered a budget requiring a tax in-
crease but it failed to get sufficient support. It
would have required a tax increase of $260 mil-
lion and would have left an ending fund balance
of $137.5 million.

The Senate then passed a no tax increase
budget leaving an ending fund balance of $90.6
million. The House refused to concur with the
Senate budget and the regular session of the
Legislature ended in impasse.

In the extraordinary session the House passed

a no tax increase budget which left an ending
fund balance of $2.8 million. The Senate
amended the House budget leaving an ending
fund balance of $74.5 million. The House
refused to concur in the Senate amendments
and the matter was sent to conference commit-
tee. The conference committee report which
was adopted by the Legislature did not require
a tax increase and left an ending fund balance of
$71.1 million. After taking into account the
Governor’s vetoes of several tax exemption bills
and certain sections of the budget bill and the
Governor’s promises of spending reductions,
the ending fund balance was $75.8 million.

The revenue forecast for each biennium is one
element of revenues assumed to be available for
expenditure. In addition, during each session
legislation is enacted which affects revenues.
Generally the Forecast Council accounts for
legislation in the forecast following a legislative
session. However, during its budget delibera-
tions the Legislature keeps track of such legisla-
tion and creates a balance sheet which
incorporates such changes. Below are the
forecasts for both 1985-87 and 1987-89 followed
by legislation or other items assumed to affect
revenues which have not been incorporated in
the revenue forecasts adopted by the Economic
and Revenue Forecasting Council.

1985-87
Revenues and Expenditures
(Dollars in Millions)

Revenue:

Initial December 20, 1984 Forecast $9,646.4
March 18, 1985 Forecast change (153.6)
June 3, 1985 Forecast change (221.3)
September 17, 1985 Forecast change (5.3)
December 18, 1985 Forecast change 3
February 18, 1986 Forecast change 203
June 19, 1986 Forecast change 58.1
September 1986 Forecast change (2.5)
November 18, 1986 Forecast change 28.7
March 18, 1987 Forecast change 446
May 4, 1987 Forecast revision 30.5
Forecast Used For Legislative Budget $9,449.0
Adjustments To Forecast:

Transfers of funds (34)

Total Revenue Available For 1985-87  $9,445.6

Expenditures:

1985-87 Biennial budget $9,251.5

Supplemental budget 68.9

Citizen’s commission on salaries i |

Expected reversions (49.5)
Adjust state revenues for distribution 9.5

Total Expenditures For 1985-87 $9,280.5

Ending Balance :
June 30, 1987 $165.1

Revenues a1



Revenue Accrual Account

State law requires that at the close of each bien-
nium the State treasurer shall transfer the
balance in the state general fund to the revenue
accrual account. Moneys in this account may
only be expended after appropriation for the
purpose of decreasing the unfunded liability of a
state retirement system.

In accordance with this law the legislature ap-
propriated the $165.1 million balance in the
revenue accrual account for the Teacher’s retire-
ment system and the Law Enforcement Officer’s
and Fire Fighter’s retirement system (LEOFF).

1987-89

Revenues and Expenditures

General Fund - State
(Dollars in millions)

Beginning Fund Balance (7/1/87) $0.0
Revenue:

November Revenue Forecast (1986)  $10,027.7
March Adjustment (1987) 139.4
Current Revenue Forecast $10,167.1
Revenue Revisions:

Revenue Legislation 12
Budget Driven 420
Navy Homeport 28.1
Total Revenue Available for ’87-89 $10,238.4
Expenditures:

HB 1221-Operating Budget $10,120.5
Governor Vetoes 18.0
Other Legislation 379
Total Spending Authority $10,176.4
Governor Expenditure Reductions (19.1)
GAAP Adjustment 53
Total Expenditures 62.6
Ending Balance (6/30/89) $75.8

Budget Driven Revenues
(Dollars in millions)

Source GF-State
Department of Revenue Auditors $26,400,000
DSHS Billings and

DSHS Billing and
Child Support Payments 9,500,000
Summer School Tuition 5,000,000
Pacific Celebration 500,000
Other 600,000
Total $42,000,000
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Other General Fund Revenue Legislation

Bill Number Subject Session Law GF-State
 ; i : | HEpEmene e, Christmas Trees Excise TaxC . ................ BALRT coissiasiaian min wuismiscvinnis sisissmrorsrisiniss sioisiage ($432,000)
HB 86 s BRO ToiBadey iviiiviiveavissiiissasing CAMLBT s sisniiaa dnshiissisesse s ($4,000)
HB 6T oo B&O Tax/Seed Conditioning ................. CAIB L BT o canain s vacnsmmvsmaainess ey ($50,000)
HBAW im0 FVOC Excellence Award/Tuition . ............. ol I e e AP RIS U T SR A ($210,000)
HBAM oiionasis Sales Tax Trost Fund ...o.o.osvsisinmaay cmaes e L O R e S R e $6,436,000
HBA99 iiss s smnss Timber Bxcise ThY. ivivvisnsvonesesnisisinss CIBELBT i i scrmimvsdisasniet i ($7,000)
HB 209 .o oaiiets Cigarette Taxes/Enforcement ................. CAWL BT v vvininani o sesins sssssyes ($1,666,000)
HBZM ..::cq:::5. DSHS/Overpayment Recovery ................ C2BILBT oiviivimavininmenmissssssmasaseiales $578,000
HB 282 .couunsiss Food Coupons Tax Exemptions ............... B BT o oo snssaicnr s aire w i sio e R S Tace ($1,771,000)
HB 32 aiisnviss Tax Deferrals/Alum Casting .................. CATT LB oo i s e e o s s ($3,900,000)
HBXB .. . coaneas Wastewater Treatment Facility ................ EBTEB] cvcvisvammunnmenevnrmmasmssasmsamms $125,000
HBA03 i ossvanane Aircraft Regis-Tax/DOT ........ccovvvvvvnnas C2ALRT o s n e aaieshine e dafaaswass $136,000
HB QY oo Real Estate License/Inactive .................. ESILLEBERV cccusmannmiemsissmessmssstmae s $0
BB 581 ovisazines Aquatic Lands Sales ............cooooiiininns CIOLET v v s R aaiss ($102,400)
HB 559 v Vanpool Laws/Extending ..........coooovnennns CIATSLBY vvsnnansmaninssncnssissamsemas ($409,000)
HB G~ s Tax/Cmrcl Fishing Diesel Fuel ................ CAML BT . ivis i s s s R i ($860,000)
HBOL ...cvviiani DOE/Certify Testing Labs . ................... CABLL BT oo nnismmsmsmnseses s mse s on e §13,000
HBG6T vvsiiseene Construction/New/Assessment ................ CIM BT it s de s $162,000
HB6S ....cvciaes Prop Tax Seniors Disabled ................... (gd 1) & 6L iR R S B ($1,710,000)
HB 73 sy Bond Ceiling/Private Activity ................. 2L BT v il n s adas e s e s $100,000
HB 772 5o s inicnss Property Tax Provisions ....................0. Fedey [0 Ty A A (84,000)
HB 70 ciiiisaaes Timeshares/Laws .. oo s naindisamreivs CIMLEBT s an s sl sa ey d

HB B ccasmpnans Horse Racing Commission/Revisions .......... CASE BT i ncanms sz samesm ($794,706)
HB93Y v Legend Drug Samples/Dispense ............... CRLLEBT cvsnnaisiismaiamnmneaassessvin $15,000
HB Y s siss MV Excise Tax/CollectHon . ..o sssssnins G2 L BT connr s arsmsmesss e s s $200,000
HB9B4 ... ..oi5:54. Parimutuel Wagers/Satellite .................. CMTLBT isnmmims sl samiseai v $524,483
HBI02Y . vneaes Higher Ed Opportunity Program .............. CASLBT s cr covsnnsnvesmsmyammmapsnem s s ($39,000)
HB 1068 . iaasasiai Fingerprint ID System ...........c0vvivenenn CASO L BT iiuainnrisrol s siiasisim s s $250,000
HB 1087 .-::vo0 05 Prop Tax/Arts Organizations ................. B Uy B B T e R TR OO EET ($48,000)
HB 1090 aaissaes Student Loans/Nonprofit Tax ................. CARLBY s seand s ($223,000)
iR ) B Dialysis Property Tax ...........cvvvivnennnss R T B e O O O O SO LI, ($4,000)
SBS063 iiiaiiaiaa Child Abuse Info/Employees.................. CABB L BT v inmni i in i e i $120,000
SBSHN ... oo Wash Scholar AWRED. ..cvsosnsnnesmsrsnns CABS L BT . . coinvvemwnammaminss s summsisanisasms ($498,000)
SB5212 i nnisen, Temporary Retail Liquor License ............. C2ITL BT i dissniiaa s amasiashaassesoss §$38,000
SBS52MY ..oininiiii Court FIINEIEEE . . oo o vcoivcaince cisnsomsocs simssaisiosoreis BT LBY . o nmmmminnes=tw s S e s e ses $164,000
SBSSY: i Displaced Homemakers ................c0vvnus (.5 1 ) B |y e e S A b b pe o Rt (AR $450,000
SBS5293 . cinauinan Social Welfare/Adult Family Homes ........... CALBY . i cinsimanin snsss saaimsmsmem s sse s (§75,000)
ol e SR Disability Accommodation Fund .............. OO LBT s e e de des ($200,000)
SBMOS oo sninsd Food Fish/Personal Use ... coovvvevvvaninases CATLBY inecvnmnnnsimseto e Siravssass E$4,444,000
SHSSS s niras Vessel Dealer Registration .........coovievene CHOLBT covviim s sv s ana s sesains $331,300
SBS6TR ..civviinnin Deaf StudentR/CE PR o« v vanawsimsinioiss i CINL BT o vinsmmmeimara s s ($136,000)
SHSMY nans noood Surplus Salmon Eggs Sale .................... o ) By I R e e e e P R ($60,000)
SBARSE: s Mobile Homes Sales Tax ...........cccouunen CBYL BT ovyis s iousesasassaes $400,000
SB5911........... DNR Purchase Properties .................... AT L BT Y i s e e e $0
) [ e Trans REvene & TRE .o ivssiessminsassisme COLEBTPVERI sanncimnimansmsns samsmsmsi sy $0
SB6033........... Hons/B&O TR .2 5550 coavstssmssinssatsnres AL BT i i i s e e ($400,000)
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Other General Fund Appropriation Legislation

Bill Number Subject Session Law GF-State
HB364 ........... Contractor Disclosure .............oc0nveue.. (6 § LR O e e $101,500
BB 3T ooy Rural Development Studies .................. G5 B B e o e 42,000
HB419 . nscdns Paternity/Admin Determination .............. CMLEET ;oo vivivionmsmaisionsssissaatinmmes o 467,787
HB 435 . cvivienss Real Estate Salesmen & Brokers .............. CSILBTRY, tiaciiiiiihnTiracis st csme st 84,372
HB A G rarsvns School Finances . .......coovvvinnnnnnnnnnnn. CRZLBTBL . . a5 csns s isnimnemans e ssas 5,000,000
HB611 ........... Navy Home Port Everett/Funds ............... ORI B Y s sisoms s s R s Saisa o 10,470,000
HB S8 ik 75500 Wildlife/Deptof .........c.ccovniiiiuininn... CIOOLBIPV. roivomivmvvs v i saaiame ssisasin 8,000,000
HB 86w inaiaas Innovative School Programs .................. CANL BT o e i s raa i e d e s 0 49,500
HB1021 .:icvieans Higher Ed Opportunities . . ................... C A0S L BT vaininisieimmimrais sisss wns swslice s s oo ai 20,000
312 1 {5 SR Fingerprint LD, SyBtem . civiniasnnininiass CAOL BT oo ooc s nmnmyrdiias e 5,451,000
SBIBD iiveeses Retirement Costof Living .................... e e e e T s ELes (o 7,100,000
SBA1S cireeemnes Vessel Dealer Registration ................... CHTERT v v s 314,000
SBEMT Luinaiseees Nonprofit Corp/Finance Activ ................ SR L e R I W R, 24,000
SBIBBY .op i Tuition Recovery/Private Voc .. ............... CAILEBT - vrivinsnsamani s D e ssesc 26,000
SHS0L s Convention/Trade Center .................... I R o, e et traititce o e e e e T e 100,000
SBSYT] ..venveses Ed Telecommunications Network ............. CZPVE BT v i e S A e 49,500
SB6076 ....ievvas Transportation Budget . ..........cooovuvn.... Lo R A o R e T 593,543

Total $37,893,202

a4

Summary Of
Governor’s Tax Plan

The Governor’s tax plan as proposed would
have increased revenues to the state by $510 mil-
lion. The main thrusts of the plan were tax base
expansion, economic development and taxpayer
relief provisions.

Elements of tax base expansion included extend-
ing the sales tax to most services, sales of
newspapers, and extending the business and oc-
cupation (B&O) tax to business interest income.
Taxpayer relief was provided by reducing the
sales tax rate from 6.5% to 6.0%.

The economic development provisions included
expanding the sales tax deferral program to in-
state firms, eliminating the B&O tax surcharges
and increasing the B&O tax deduction from
$1,000 per month to $4,000 per month.

House
Tax Plan Summary

The House tax plan (HB 404) would have in-
creased revenues to the state by $321 million.
Unlike the Governor’s tax plan of extending the
sales tax to most services, the House would have
extended the tax to a few selected services.
These included the following services: com-
puter/data processing; consulting and public
relations; barbers and beauty shops; cable
television; and miscellaneous personal services
(e.g. massage parlors, escort services, etc.)
Other major elements of HB 404 were an addi-
tional B&O tax surcharge of 10% and extending
the Distressed Area Sales Tax Deferral Program
and B&O Tax Credit Program by three years.



Estimated Impact

Of Governor’s Tax Plan
'87-89 Biennium

(Dollars in millions)

State Local

Impact Impact
Extend sales tax to
most services (@ 6.5%) $1140.7 $286.8
Remove sales tax
exemption for newspapers 177 35
Reduce state sales
tax rate - 6.5% to 6.0% -458.2 (6.3)
Extend sales tax deferral
program to instate
manufactures and R&D firms  -822  (16.4)
Eliminate B&O surtaxes -88.6 0
Remove B&O tax exemption
for interest income of
nonfinancial businesses 922 0
Increase B&O and public utility
tax exemption of $1000/month
to $4000/month 81.0 (.5)
Other miscellaneous -30.6 4.6
Total $510.0 $271.7

1987-89 House Tax Proposal
(Dollars in millions)

I. Sales Tax Base Expansion --
Part |

Ill. Miscellaneous - Part Il

State  Local
A. Computer/data
Processing Services $54.0 $134
B. Consulting & Public
Relations Services $59.7 $148

C. Barbers And Beauty Shops ~ $224  $5.6

D. Miscellaneous Personal Services
(e.g. spas, massage parlors, steam

baths, escort services, etc.) $5.6 $14
E. Cable Television $22.1 $5.5
Subtotal $163.8 $40.7

Il. B&O 10% Surcharge - Part Il
State  Local

For Manufacturing, Extractors,
Wholesale, Retail, and Services  $157.7 $0.0

State Local
A. Social And Health Welfare
Organizations B&O Tax On Amounts
Paid For State Health Insurance,
Effective 1/1/88 $0.8 $0.0
B. Public Utility Privilege Tax Clarifying
Incidence Of Tax To "consumer" $0.4 $0.6
C. Extend Distressed Area
Sales Tax Deferral Program
From 1991 To 1994 $0.0 $0.0
D. Extend Distressed Area
B&O Tax Credit Program
From 1988 To 1991 $(09)  $0.0
E. B&O Tax Definition
Of Warehouse $03 $0.0
F. DD Group Homes
B&O Clarification $0.0 $0.0
G. Fruit Packers,
Sales Tax On Containers $0.0 $0.0
Subtotal $0.6 $0.6
Grand Total $322.11 $413



1987 Major
Revenue Issues

The following descriptions of major revenue is-
sues are provided because they were significant
revenue issues during the 1987 Legislative Ses-
sion. The four issues are the $9.15 property tax
levy limitation, common school construction,
school levies, and the National Can business and
occupation tax case.

$9.15 Property Tax Limitation

In recent years, local property tax levies in
various places in the state have been approach-
ing the $9.15 per $1,000 of assessed valuation
property tax limit. Traditionally, more property
tax capacity for junior taxing districts exists out-
side cities and towns than inside. City and town
levies, when added to junior taxing district levies
inside the city or town can create the potential
or actual exceeding of the $9.15 statutory limita-
tion.

Two proposals were passed by the 50th Legisla-

ture that alter procedures for local administra-
tion of the $9.15 per $1,000 of assessed valuation
statutory property tax limit.

First, Engrossed Substitute House Bill 298
(CH. 138, L 87) authorized the de-annexation or
withdrawal of territory by library, hospital, fire,
and metro park districts. The authority to de-
annex or withdraw territory was granted to al-
leviate the potential for exceeding the $9.15 per
$1,000 of assessed valuation limit and/or to
avoid a reduction in levies.

A de-annexation or withdrawal would occur
upon: (a) request by the junior taxing district;
and (b) approval by the city or town, if the ter-
ritory in question were inside a city or town, or
by the county if the area were outside of a city
or town.

In addition, Engrossed Substitute House Bill
298 provided an additional "up to" $.35 per
$1,000 of assessed valuation above the current
$9.15 limit for junior taxing districts to use. The
Legislature required that before the additional
$.35 could be used, it must be authorized by a
majority vote of the people residing in the junior
taxing district proposing the increased rate.
Secondly, the Legislature increased the
statutory limit of $9.15 to $9.50 to accommodate
the $.35 increase. Additionally, if two or more
junior taxing districts occupied part of the same
territory, they would share in the increased
amount of taxing capacity provided the voters
approved the increase. Finally, if the requested
increased taxing rates exceeded the $9.50, the
levies would be adjusted in the same manner as
if the rates were being reduced due to the $9.15
limitation.

A second major proposal was enacted by the
Legislature in the form of House Bill 1185 (CH
255, L 87). The measure creates a new statutory
method of reducing junior taxing district levies
in the event the levies exceed the $9.15 or $9.50
statutory limit (ESHB 298) as the case may be.

The measure sets up a priority sequence, based

on the statutory levies, of the manner in which
pro-rationing occurs. First, park and recreation
service area levies, park and recreation district
levies, and cultural arts, stadium and convention
levies would be reduced or eliminated. Second,
levies for flood control districts would be
reduced or eliminated. Third, all other junior
taxing district levies except fire protection, hospi-
tal, metro park, and library districts would be
reduced or eliminated. Fourth, the fire district
second and third 50 cents per $1,000 of assessed
valuation would be reduced or eliminated. Fifth,
the fire district first 50 cents and the hospital,
metro park, and library district levies would be
reduced or eliminated.

The measure excluded the levies for port and
public utility districts, voter approved excess
levies, and the emergency medical services
levies from the priority pro-rationing sequence.

House Joint Resolution 4220

(School Construction):

If approved by the voters in November, 1987,
the state could levy a property tax for school
construction which is not included under the
one percent constitutional limitation on regular
property taxes. This additional property tax for
school construction cannot exceed thirty-five
cents per thousand dollars assessed value, and
cannot be levied for more than fifteen years.
For additional details, see section on Public
Schools.

ReESHB 455 (School Levies):

This legislation deals with school districts’ main-
tenance and operations levies, along with issues
of class size and school employee compensation.
The bill grants all districts levy capacity
equivalent to twenty percent of state and federal
allocations, and "holds harmless" some districts
at levies of thirty percent. For a fuller discussion
of these issues, see section on Public Schools.

National Can, et al, v. Department of Revenue
In this case, taxpayers are seeking refunds of
business and occupation taxes paid from 1980
on. The suit challenges the constitutionality of
the B&O tax as applied to (a) Washington
manufacturers selling their products in other
states and (b) out-of-state manufacturers selling
their products in Washington. The taxpayers
base their challenge on the Commerce Clause of
the United States Constitution, relying primarily
on a United States Supreme Court decision,
Armcov. Hardesty, ___U.S.____ 81L.Ed.2d
540, 104 S.Ct.2620 (1984). In Armco, the Court
held a similar West Virginia tax invalid because
it discriminated against interstate commerce.
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On March 6, 1986, the Washington Supreme
Court upheld the application of the B&O tax to
these plaintiffs. The court found that
Washington’s tax was different from West
Virginia’s and that the Armco decision did not
apply to Washington’s tax.

The case is on appeal to the U.S. Supreme
Court and was heard in March 1987. Estimates
of the potential fiscal impact in the 1987-89 bien-
nium range from a loss to the state general fund
of $0 million to $1.2 billion depending on the na-
ture of the decision.

The decision was not announced before the
Legislature adjourned on May 21, 1987.
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